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MESSAGE

TO

THE

COMMUNITYt

O

n December 1,1985, an important new chapter in area
health care was begun. That was the day the Horizon Health
System was formed, joining St. Luke's Hospital, Muhlenberg Hospital
Center and related subsidiaries within one unifying organization. Our
common goal: to meet the ever-changing health care needs of our
service area by sharing health care talents and resources.
The establishment of the Horizon Health System, the creation of
its administrative organization, and the development of its strategic
plans were mammoth tasks. Yet by the end of 1986, the System
was fully operational.
In the past year, we have seen
these efforts begin to bear fruit.
If 1986 was a year of promise,
then 1987 was the year which
saw the promise fulfilled.
Our member hospitals, St.
Luke's Hospital and Muhlenberg
ospital Center, operating as a
roordinated team within the
System, are realizing the benefits
of centralized administration.
Moreover, both facilities are
enjoying the economies to be found in the System's participation
in multi-hospital, cost-saving programs.
In these and other ways, the Horizon Health System moved forward
with its primary objective in 1987: to identify and serve the health
care needs of the community. Important services were expanded at
our member hospitals. Resources were combined and augmented,
instead of duplicated. As a result, the hospitals, patients, and
community at large all benefited.
As you review the achievements of the past year, you may find
it hard to believe the Horizon Health System has only been in
existence since December of 1985. The progress we've made is
proof of the viability of the System, and a living testimony to the
efforts and cooperation of everyone involved. We look to the
future with confidence and anticipation.

William P. Koughan,
President

Our common goal:
to meet the everchanging health care
needs of our service area
by sharing health care
talents and resources.

Heartfelt thanks to the many people who have helped us arrive
at where we are today .

.t1r~f~
illiam P. Koughan
President, Horizon Health System
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SYSTEM

OVERYlIEW

n1986-87, the Horizon
Health System took significant
steps to ensure that our member
hospitals - Muhlenberg Hospital
Center and St. Luke's Hospital remain strong and viable community resources well into the
21st century.

I

ST.

LUKE'S
HOSPITAL

By making possible substantial
cost savings, structuring an effective central administration and
focusing on major health care
areas, Horizon enabled both
hospitals to fulfill their primary
missions as the community's
health care providers.
Founded in 1985, Horizon
Health System represents a joint,
strategic effort. Its common goal is
to meet the service area's changing
health care needs by sharing the
medical talents and resources of
its member hospitals and to
maintain that delicate balance
between flexibility and stability.

As the organizational
umbrella of Muhlenberg
Hospital Center, St. Luke's
Hospital and related
subsidiaries, Horizon
oversees a workforce of
more than 2,000; an $87
million operating budget;
573 hospital beds and during 1986-87 - treated
well over 197,000 patients.

Fountain Hill, Bethlehem,
Pennsylvania
Founded 1872
40-acre campus
Employees: 1,500+
Full-service, acute care,
teaching hospital including
post-graduate training in
internal medicine, obstetrics
and gynecology. ]CAH
accredited.

A full-service hospital,
St. Luke's offers a depth of
services and a multidisciplinary
approach unmatched in the
Lehigh Valley.

Throughout its century of
service to the Bethlehem area,
St. Luke's has continually
adapted to advances in medicine
to address the community's
changing health care needs.
This year, a range of services
to meet the patient's physical,
emotional and social needs
has been brought together in
three key areas: cardiac care,
obstetrics and gynecology, and
oncology.
Twenty-four hour emergency
care service, a new pulmonary /
isolation unit, advanced surgical
procedures including open heart
and laser surgery, a travel clinic,
occupational therapy, a Wellnes
Institute and an ambulatory
surgical center are among the
components that make St. Luke's
a full- service hospi tal.

Alan C. Dillman, Chairman, St. Luke's Hospital Board of Trustees (seated)
and Richard A. Anderson, President, St. Luke's Hospital
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MUHLENBERG
HOSPITAL CENTER
Bethlehem, Pennsylvania
Founded 1961
87-acre campus
Employees: 500+
Full-service, acute care. ICAH
accredited.

The hallmark of Muhlenberg
Hospital Center is compassionate, personalized care.
With a wide range of diagnostic,
surgical and support services
provided by a dedicated staff,
Muhlenberg is truly a community hospital staffed by
neighbors you know and trust.

to work and to resume active
lives thanks to the successful
orthopedic procedures and
rehabilitation therapies
performed at Muhlenberg.
More ambulatory, or oneday; surgical procedures are being
performed than ever before. The
savings can be measured in time,
money and - for patients - the
comfort of a quick return home.
Today, at least half of Muhlenberg's surgical procedures are
safely and conveniently performed on a one-day basis.

Leon L. Nonemaker, Chairman,
Muhlenberg Hospital Center
Board of Trustees (seated) and
William R. Mason, President,
Muhlenberg Hospital Center

STRUCTURE FOR
EFFICIENT
MANAGEMENT
The Horizon Health System
is guided by an eight-member
Board of Governors. Closely
tied to the Bethlehem area,
these community leaders provide the long-range vision
that steers the entire System.
The System's administrative
arm, Horizon Management
Services Inc., provides an
experienced team for planning
and leadership.
HHS Realty Corporation
manages the real estate needed
to supply Horizon with flexibility and stability in today's
rapidly changing health care
environment - overseeing
various types of property including doctors' office buildings
and undeveloped land.

Horizon's senior management team
(L to R): Dan R. Kraft, Vice President,
Development & Community Relations;
William P. Koughan, President;
Francis f. St. Onge, Vice President,
Finance; Thomas F. Gibson, Vice
President, Human Resources

Conveniently located and
directly accessible to all points
along the Route 22/ Route 378
corridor, Muhlenberg is an
invaluable resource for the
Bethlehem area.
While maintaining its vital
full-service role, Muhlenberg
has responded to community
needs by strengthening its orthopedic and ambulatory care
services.
Each year, hundreds of Lehigh
alley residents are able to return
3
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ACCOMPLISHMENTS

his year, Horizon began
to implement the strategic plans
developed during its first
year. The following list of
achievements is proof that the
community's vision of high
quality, reasonably priced
health care has become
a reality.

BUILDING THE
SYSTEM
In 1987, Horizon Health
System began to reap the
benefits of its association with
the Premier Hospitals Alliance,
one of the nation's leading
medical cooperative systems.
Under this arrangement,
Horizon and thirty - six other
not-for-profit hospitals, have
access to a variety of programs, services and national
agreements that provide cost
savings through economies of
scale, group purchasing and
master service contracts.
This year, Horizon shared
these resources with two local
hospitals - Allentown
Osteopathic Medical Center
and Quakertown Community

4
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Significant savings on
supplies and equipment )
were realized as a result
of group purchasing
through the Premier
Hospitals Alliance.

Hospital - by sponsoring their
affiliate memberships. Horizon
strengthened its relationship
with its neighboring institutions by helping these
hospitals and their patients to
obtain services they could not
otherwise have had.

UILDING
SYSTEM INTEGRATION
A primary Horizon objective has been to strengthen the
System by maximizing opportunities for economies of scale
and cost efficiencies.
This year, Horizon spearheaded several initiatives which
resulted in substantial savings.
They were:

BUILDING
MARKET SHARE
system $300,000, a six-toone return on its investment.
• Integration of laboratory
services at both hospitals
will create a projected savings of $80,000 a year - a
savings that will be shared
equally by both institutions.

• Participation in the Premier
Hospitals Alliance's purchasing
program which saved the

As part of each hospital's
strategic plan, coordinated and
developed in compliance with
the system-wide plan, Centers
of Excellence were identified in
heart, orthopedics, cancer,
ambulatory services, and
maternal and child health.
This year, steps were taken to
strengthen each of these areas.

Formulated by a systemwide Laboratory Task Force,
a cooperative agreement
between the laboratories of
Muhlenberg Hospital
Center and St. Luke's
Hospital benefits both
facilities.
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St. Luke's cardiac rehabilitation
.program helps patients establish healthy
exercise habits through recovery
and beyond.
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CARDIAC

CARE

t. Luke's expanded its heart
program in 1986-87 by adding
new services, more staff and
additional training. The openheart team's level of expertise
remains at its peak, while costs
are effectively contained due to
an increase in the number of
procedures performed.
Other signs of growth include:
• additions to the medical staff's
cardiology and cardiothoracic
surgery rosters,
• selection as site of investigative
studies for new interventional
cardiac drugs by local
cardiologists, and
expansion of cardiac rehabilitation program to inpatients as
well as outpatients.

..

A safe program of monitored
exercise is the core of St.
Luke's cardiac rehabilitation
program.

In 1986-87, more open
heart surgery procedures
were performed at
St. Luke's than ever before
with an increase of 39%
over 1986.

St. Luke's open heart surgical team

7

Many area residents have resumed
active lives as a result of successful
joint replacement procedures and
other orthopedic surgeries performed
at Muhlenberg Hospital Center.
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uhlenberg Hospital
Center's vast expertise
in orthopedic surgery and
rehabilitation ranges from
multidisciplinary neurological
and musculoskeletal procedures
to total joint replacement.
This year, Muhlenberg expanded its treatment of knee
disorders by performing more
arthroscopic procedures than
ever before. Using a needle-like
arthroscope to view the area,
slender surgical tools and local
anesthesia, surgeons diagnose
knee problems and correct torn
cartilage.

patients return home the same
day with a quick recovery and
minimal discomfort.
Other accomplishments
area include:

in this

• development of a detailed
facility master plan including
review of existing operating
rooms in preparation for consideration of new construction, and
• acquisition of new equipment
including Biodex for comprehensive joint testing and
rehabilitation.

Injuries such as these no longer
require major surgery and long
recovery periods. Most arthroscopy

Orthopedic surgery at
Muhlenberg Hospital Center

Rehabilitation is an important
component of many orthopedic
procedures. Muhlenberg provides
comprehensive rehabilitative therapy.

9
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A family-centered philosophy
guided the development of many new
services offered by St. Luke's
Maternal and Child Health Care
Center this year.
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uilding on its Maternal and
Child Health Care Center's
family -centered philosophy, St.
Luke's launched a number of vital
services this year. The number of
births at the Center rose significantly - a reflection of St. Luke's
increasing emphasis in this area.
In a partnership with Lehigh
University, St. Luke'sestablished its
In Vitro Fertilization / Embryo
Transfer Program - a reproductive
center designed to help an estimated
one out of six infertile couples.
This program also includes an
alternative, one-step technique
~ called GIFT for women whose
allopian tubes are intact. An
andrology division for the
analysis and treatment of male
factors that may contribute to infertility also is a vital component
of the program.

St. Luke'snew Breast Care Center
has state-of-the-art mammography equipment for early
detection of cancer. Since the center
opened, the numbers of women
receiving mammograms at St.
Luke's Hospital have doubled.

Early screening for cancer with
mammography, education and
counseling are offered at St.
Luke's new Breast Care Center.

St. Luke's developing Neonatal
Special Care Nursery provides the
monitoring and intensive nursing
skills needed by premature and
high - risk newborns.

11
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Thanks to small, portable pumps,
St. Luke's cancer patients can now
receive chemotherapy treatments at
home, providing greater comfort
and convenience for patients
and their families.
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CANCER

CARE

"

,."
t. Luke's highly respected,
multidisciplinary Cancer
Care Center now offers more
powerful and precise levels of
radiation therapy to cancer
patients with its new $1.5
million, 10-megavolt linear
accelerator.
During 1986-87, St. Luke's, in
conjunction with Lehigh University, initiated development of the
first flow cytometry service in
the Lehigh Valley. The cytometer
utilizes a laser and monoclonal
antibodies to seek out minute
cancer or tumor markers on
cells, detecting some types of
.~ ancer in their earliest stages.
Another achievement was the

development of chemotherapy
treatments that can be administered from small portable
pumps, while patients remain in
the comfort of their own homes.

St. Luke's linear accelerator bombards malignant tumors with electrons
or photons and is used in conjunction
with other cancer treatments, including
chemotherapy
and surgical oncology.

The first flow cytometer, used in the early detection of
cancer, was installed at St. Luke's Hospital this year as
part of a service developed in conjunction with
Lehigh University.

13
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range of capabilities and
a central location have
made Muhlenberg Hospital
Center the area's leading
resource for ambulatory care.

Hospital Center, these safe
and convenient one-day
procedures are coming of age.

The combination of medical
technology, the economics of
health care and needs of
patients has contributed to the
proliferation of ambulatory
services. A developing Center
of Excellence for Muhlenberg

For many patients, ambulatory
surgery is their treatment of
choice due to a variety of factors: Muhlenberg's convenient
parking, pre-admission
testing, semi - private recovery
rooms, follow-up phone call
from a registered nurse and the
chance to return home the same

day. Among the procedures
commonly performed here
are: laser eye surgery, knee
and foot surgery, hernia repair,
oral surgery, hemorrhoid
removal and vasectomies.
Continued commitment to
the evolving challenge of outpatient services is one of
Horizon's highest priorities.

Ophthalmologic laser surgery is
one of the ambulatory surgical
procedures now performed at
Muhlenberg Hospital Center.

••

MUHLENBERG
HOSPITAL CENTER
OUTPATIENT

VISITS

Through a system - wide
effort, a CT scanner was
purchased and installed
at Muhlenberg.
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BUILDING
COOPERATION
The System identified
several areas which could
benefit from a centralized
approach to produce
economies of scale and
heightened productivity.
St. Luke's and Muhlenberg
moved toward standardizing
accounting practices, refining
pricing procedures and
developing comprehensive
indices and ratios.
Coordination of the
Community Relations departents of both hospitals allowed
these institutions to strengthen
their presence in the community,
to reduce duplication of advertising and other costs and to
jomtly utilize the services of
system-wide coordinators of
media relations and publications.
Currently, Horizon is pursuing
the coordination of human
resource issues, including an
equal and consistent planned
compensation program. Options
for lower benefit costs also are
being reviewed through a
system -wide effort.
The Horizon planning and
marketing division compiled
demographic data and Gallup
polls measuring consumer attitudes, physician perceptions,
women's market issues and advertising effectiveness. This data
ensures that decision making is
.based on fact and that planning
reflects community needs.

Horizon collected more than
$30,000 during 1986-87 as the
first step toward the development of a system-wide fundraising effort. During the
HorizonFund for Excellence,
funds were collected for both
hospitals for special programs
and equipment.

BUILDING A
COMMUNITY
CONNECTION
Remaining responsive to the
community's health information needs is a responsibility
Horizon takes seriously.
Significant steps were taken
this year to meet the goal of
providing accurate and timely
health information. Among the
1986-87 accomplishments were:
• Horizon's sponsorship of the
award-winning health information television show,
Health Matters, and

This season's 143 broadcasts of Health Matters on
WLVT - TV Channel 39,
brought the expertise of
44 Bethlehem-area
physicians to viewers.

• the development of a customer
service center to provide health
information to the public. The
center also operates the popular
HorizonCare program for
Medicare subscribers. It
benefits senior members
who cannot afford insurance
to cover their hospital
Medicare deductibles and
coinsurance responsibilities.
The Center also operates a
physician referral service
and Tel- Med, the free health
information tape library
donated to the community
by St. Luke's Hospital Aid
Society.
15

Growing hand in hand with the rapidly
expanding Lehigh Valley community,
Horizon Health System will work to ensure
that its member hospitals remain strong and
viable resourceswell into the 21st century.
John W Woltjen
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he Horizon Health System
looks forward to meeting
continuing health care challenges
and opportunities to better serve
the region. Strategic objectives
for 1988 include:

1. Ensuring that the System
continues to provide health
care of the highest quality while
remaining cost competitive.
2. Implementing plans developed
this year for Centers of
Excellence. These include a
significant commitment from
Muhlenberg's budget toward
developing its orthopedic
rograms. St. Luke's will
ove forward in the areas of
heart, cancer and maternal
and child health.

5. Implementing system
integration by identifying
those projects which would
most benefit from this approach
and consolidating, where appropriate, human resources policies,
procedures, pay practices and
benefits for all employees.
6. Strengthening

the System
by continuing to develop networking arrangements with
providers sharing similar goals.

3. Continuing

to monitor and
to valuate alternative delivery
systems.

4. Expanding system-wide
fund -raising by instituting a
major givers' program and by
conducting targeted fundraising campaigns.

i

Standing (L to R) Alan C. Dillman, William P. Koughan;
seated (L to R) Leon L. Nonemaker, John W. Woltjen
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admissions to a 30% increase in
outpatient visits.
• Decreased cost of supplies from
participation in the Premier
Hospitals Alliance materials
management program.
• Increased income from investment
transactions and increased cash
balances available for investment.

Financial Success
Despite increasing pressures from
third party payers continuing to pay
less than the increase in inflation on
our costs, Horizon Health System,Inc.,
and its subsidiaries completed its
second year of operations with
revenues exceeding expenses by
$7,882,765, before recognition of a
$1,477,011 loss on the refinancing of
the outstanding debt of the System.
This year's earnings of $7,882,765
represent a 24% increase over 1986,
our first year of operations.
The improvement in financial performance in 1987 over 1986 occurred
for the following reasons:
• Increased patient activity ranging
from a 1.1% increase in inpatient

Debt Refinancing
In June 1987, Horizon completed a
major restructuring of the long-term
debt of its subsidiaries through the
creation of a master trust indenture
and the issuance of $42.1 million of
bonds to refinance the outstanding
debt of its two hospitals.

The bonds received an A + rating
from Standard and Poor's Corporation, New York, which represented
an upgrading from the ratings that
our hospitals had on their previous
bond issues.
In addition to an interest cost savings of approximately $2.6 million
over the 26 year repayment period
of the new bond issue, Horizon was
able to remove restrictions on the
use of about $10 million of cash
reserves contained in the terms of
the previous bond indentures.
The master trust indenture provides Horizon with up-to-date trust
provisions to enable us to implement
our strategic plans in a cost effective
and efficient manner.

Horizon Health System, Inc. and Subsidiaries
CONSOLIDATED

STATEMENTS OF FINANCIAL

POSITION

1987

for the year ended Tune 30,
GENERAL FUNDS
ASSETS:
Current assets:
Cash and investments
Accounts receivable - net of allowances
Inventories and prepaid expenses
Due from donor restricted funds

$ 13,412,048

LIABILITIESAND FUND BALANCES:
Current Liabilities:
Current portion of long-term debt and capital lease obligations
Accounts payable
Accrued salaries, wages, and taxes
Due to donor restricted funds
Other current liabilities

13,522,35
1,922,891
24,226

26,752,940
27,667,866
52,051,481
4,118,031

25,355,333
21,731,181
50,774,898
2,816,870

$110,590,318

$100,678,282

$

$

DONOR RESTRICTED FUNDS
ASSETS:
Cash and investments
Pledges receivable - net
Due from general funds
Total assets - donor restricted funds
LIABILITIESAND FUND BALANCES:
Due to general funds
Fund balances

138,713
3,086,192
3,032,935
77,575
1,351,260

265,682
2,931,881
3,444,666
85,797
1,762,913

7,686,675
42,695,240
1,268,167
58,940,236

8,490,939
39,123,634
1,959,701
51,104,008

$110,590,318

$100,678,282

$ 3,952,492

$ 4,012,485

208,068
56,579

681,856
85,797

Total current liabilities
Long-term debt and capital lease obligations, net of current portion
Other liabilities
Fund balance
Total liabilities and fund balance - general funds

$ 9,885,86

11,113,589
2,197,836
29,467

Total current assets
Funds held by trustee and board designated
Property, plant, and equipment - net
Other assets
Total assets - general funds

1986

$

4,217,139

$

4,780,138

$

29,246
4,187,893

$

24,226
4,755,912

$

4,217,139

$

4,780,13

~\

Total liabilities and fund balances - donor restricted funds
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Operating

Results

Comparison of 1987 to 1986 consolidated statements of revenue and
expenses indicates that:
• Net patient service revenue increased
by 11% to $88.6 million reflecting
the higher patient activity at both
hospitals.
• Investment income, unrestricted
gifts and bequests, income from
assets whose use is limited and other
revenue increased by $1.8 million, or
39%, to $6.4 million. This income
relates primarily to investment
income. These alternative income
sources will continue to grow in
significance as government programs
and competition combine to limit
traditional sources of hospital income.

• Total expenses for 1987 were 11.6%
higher than 1986, reflecting the
higher patient volume and increases
in expenses from inflation.

growth from 1986 to 1987 with an
increase of $10 million in total assets.
More importantly, cash and investable
funds, including funds held by trustee
and board designated, increased by
$9.5 million from the 1986 level and
represented 37% of total assets which
is 5.6% higher than the 1986 ratio
of 31.4%.

• The extraordinary loss from
refinancing of $1.5 million in 1987
reflects the accounting treatment of
the 1987 bond issue that occurred
in June 1987. As noted earlier
Horizon will experience significant
interest cost savings in future years
because of the favorable lower interest rates that the new bonds have
in relation to the interest rates on
the defeased bonds.

Long-term debt increased in 1987
to $42.7 million as a result of the
1987 bond issue, however, long-term
debt as a percent of total capital
decreased slightly to 42%, a favorable
change in our capital structure.
Our return on total assets in 1987
was 7.1% an increase from the 6.3%
return in 1986.

Balance Sheet
The consolidated statements of
financial position showed strong

Horizon Health System, Inc. and Subsidiaries
CONSOLIDATED STATEMENTS OF REVENUE AND ExPENSES
for the year ended June 30.

1987

1986

$88,547,824
746,007
466,810
3,369,359
1,864,710

$79,776,031
667,010
837,385
1,538,801
1,609,471

94,994,710

84,428,698

49,217,602
29,057,095
5,024,031
3,813,217

45,069,030
25,465,449
4,317,063
3,222,694

$87,111,945

$78,074,236

$ 7,882,765
(1,477,011)

$ 6,354,462

$ 6,405,754

$ 6,354,462

REVENUE:
Net patient service revenue
Investment income
Unrestricted gifts and bequests
Income from assets whose use is limited
Other

1.

Total Revenue

EXPENSES:
<II

Salaries and employee benefits
Supplies and other
Depreciation and amortization
Interest
Total Expenses
Excess of Revenue over Expenses, before extraordinary
Extraordinary loss from refinancing

loss

Excess of Revenue over Expenses

MHC

STATISTICAL HIGHLIGHTS
for the year ended June 30,

1987

1986

Inpatient admissions

5,034

5,107

14,355

Patient days

38,479

39,054

~mergency room patients

28,143

25,057

25,676

19,087

SLH
1987

1986

-0-

TOTAL
1987
1986

14,073

19,389

19,180

99,646

94,581

138,125

133,635

28,011

25,293

56,154

50,350

96,021

74,500

121,697

93,587

,I

Outpatient

visits
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HORIZON
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Ann A. Taylor

John W. Woltjen

Dr. Arthur A. Altman and
Dr. Ross M. Orr, Jr.

Jacob S. Kolb, Esq.

D. Patrick M. Robinson, Richard M. Smith and Richard L. Strain
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